~ % Johannesburg

WD-SA stakeholders refer to the case of the Johannesburg Metropolitan Municipality as “public-
public-private”. It is a public-public partnership, as the City of Johannesburg (CoJ) owns the
water services utility that was established to provide water services, Johannesburg Water (Pty)
Ltd (JW). However, in its initial phase of operations, the decision was made to bring in external
expertise through a five year management confract with the private sector company
Johannesburg Water Management (Pty) Ltd, or JOWAM, a subsidiary of the Suez Group of
France and minority shareholders. This case study explored water and sanitation service provision
by JW during the period of JOWAM's management contract (2001-2006) and beyond, in the
wider context of the City’'s governance and settlement approaches. It draws on data from JW
and the CoJ, interviews with key officials, and community focus groups and interviews in four
very different areas of the City.
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Context

The City of Johannesburg (Col) is the largest of the metropolitan municipalities in South Africa in
terms of both population and local government budget and revenue, and is part of the Gauteng
economic heartland of the country. It was established after a protracted process of restructuring
and integrating 13 previously race-based administrations, culminating, in December 2000, in the
creation of a single metropolitan structure for greater Johannesburg. According to StafsSA the
Johannesburg Metro had a population of 3.2 million residents in 2001, and 1.13 million households.
The city generates 16 percent of South Africa’s GDP and employs 12 percent of the national
workforce, the majority of them in finance and trade. The annual per-capita income in 2008 was
R53,830, the highest of all the metfropolitan councils. But half of Johannesburg'’s households earn
below the national minimum household subsistence level of R1,600 per month, and in 2005 the
Gini-coefficient was high at 0.56, reflecting high levels of inequality

The vision of the CoJ is fto become a world-class African city. But high levels of poverty and inequality
characterise the city, with continuing social and economic spatial divisions based on race and
class. Infrastructure inequalities have persisted since the birth of the city — wealthy and middle-
class neighbourhoods in the northern suburbs are well supplied and well maintained, while working
class areas in the eastern and southern parts of the city are less so, although changing settlement
patterns are beginning fo challenge this historic pattern.

In a context of rapidly shifting settflement dynamics the CoJ faces the challenge of providing
quality services at affordable rates for all residents. While the historical service backlogs are
being eradicated, the population in the city keeps growing. This is the result of natural
population growth and of in-migration info an area that is the economic hub of Sub-Saharan
Africa, leading to increasing pressures on service delivery. Service delivery is further complicated
by a growth in the number of households due to smaller size households.
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Another factor complicating service delivery is the multi-dwelling nature of many stands, in
many instances more than one household lives on a stand.” This means that policies which are
premised on “one stand, one household” increasingly do not reflect reality on the ground; for
example, equitable administration of free basic water (FBW) is difficult where they may be as
many as four or more households on one stand, each of which is entitled to their own FBW
allocation.

In terms of water, Johannesburg is one of the very few big cities in the world which does not
have its own substantial natural water source close by. Water is pumped 80 kms, and 300 m
uphill, from the Vaal River, near Vereeniging, and the Vaal River itself is augmented by two major
infer-basic fransfer schemes, from the uThukela River in northern KwaZulu-Natal, and from the
Senqu River in the Lesotho Highlands. Rand Water, a parastatal bulk water supply ufility, freats
this raw water and sells high-quality freated potable water to municipalities and other big users,
who in furn distribute it to nearly 12-million users. JW is Rand Water's biggest customer by far.

Demand for water from the Vaal River — particularly fromm commercial agriculture — has risen far
faster than resource planning envisaged, and demand for water in Gauteng is expected to
rise beyond the available supply from 2014. However, construction of a new dam to augment
supply cannot be completed before 2019 at the earliest. This means that a range of measures
are needed to reduce losses and manage demand within the available supply.

Since 2001 water in Johannesburg has been provided by JW, a wholly municipal-owned water
company. JW provides potable water and sanitation services (WSS) to an area ranging from
Midrand in the north to Orange Farm in the south, and Alexandra and others in the east to
Roodepoort in the west. With a staff of more than 2,600, JW supplies over three million users
(around 660,000 account holders) with 1,350 Ml/day. This is done with an infrastructure of 87
water reservoirs, 33 water towers, six operational regions, 11 depots, four laboratories, and 10,800
km of pipelines. JW also collects wastewater through a network of 9 900 km sewerage pipes,
and freats 980 MI/day of sewage in six wastewater freatment plants, from which treated water
is then discharged into the Jukskei River (north into the Crocodile River) and Klipspruit River
(south into the Vaal River).

Background to the current water and sanitation
service arrangements in Johannesburg

The emergence of the iGoli 2002 plan and subsequent implementation

Pre-1993 Johannesburg had 13 separate local government administrations divided along racial
lines. During the transition period up to 1995, these were merged into five councils divided into
two tiers: the Greater Johannesburg Transitional Metropolitan Council (GJTMC) formed the top
fier, with four independent metropolitan local councils (MLCs) below. After municipal elections
in 1995 the Greater Johannesburg Metro Council (GJMC) replaced the GJTMC. In this context
of fragmentation and inadequate coordination, a situation soon developed where, due to
overly ambitious spending, low revenue collections and no provision for bad debts, the GIJMC
had no reserves and owed debts well in excess of its revenue. It was effectively bankrupt.

As a result a legislative intervention was made in October 1997 by the provincial Minister for
Development Planning and Local Government, supported by National Treasury, in appointing
ten specialists (called the Committee of Ten) to oversee dramatic budget cutbacks and to
infroduce stringent credit control measures. By 1998 a committee of 15 was appointed to
restructure the city in terms of the initiation of public-private partnerships and organisational
developmen’r.4A key condition of the national support plan was that the committee had to
ensure services were restructured fo guarantee services were provided to all residents on a s
sustainable basis. The committee accepted the recommendations by PriceWaterhouse Coopers
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for a confracting model of the city govemonce.6 Their model, Igoli 2002, was’thus infroduced
as a three-year financial restructuring and service delivery reorganisation plan for the city. Core
to this was the attempt to define a role for the CoJ as setting policy frameworks and strategic
commitments, while opero’rionol choices would be in the purview of the service delivery
companles These companies were to conduct their “businesses” like normal, commercial
companies. ' Thus they would bill for services and collect their own revenues, assume debt for
capital projects, and make capital expenditures, with Board approval, to improve and extend
services.

The outcome of Igoli 2002 for WSS was the integration of water and sanitation functions of six
previous administrations info a single utility, and the establishment of JW as a private company
registered under ’rhe 1973 Companies Act. The CoJ then signed a 30-year Service Delivery
Agreement (SDA)® with JW, while the Sale of Business Agreement indicated how the sale of
assets and the fransfer of staff were to be dealt with. JW was registered as a company wholly-
owned by the CoJ, with its own board with non-executive director board members appointed
by the Shareholder Unit on behalf of CoJ. The Board in turn appointed JW executives.

Theoretically Igoli 2002 was to lead to the splitting of the responsibilities of policy-making (and
regulation), and actual operations and implementation; national water legislation requires that
such a separation of water service authority (WSA) and water service provider (WSP) should
take place. The model further envisioned a regulo’rory role — independent of politics — by the
CoJ, to monitor the performance of the utility’. JW thus acts as the WSP of the CoJ!° while for
the perlod 2001-2006 it was regulated by (i) the CoJ's Contract Management Unit (CMU)”for
service delivery and for compliance with the SDA and with the commitment made in JW's
annual business plons and (i) the ColJ's Shareholder Unitf (SHU) for finance and corporate
governance issues.” The CMU and the SHU fulfilled their functions for all the utilities, agencies
and companies created through Igoli 2002. The CMU was established specifically to oversee
contract management and performance monitoring of the new corporatised entities including
Johannesburg Water, City Power, Pikitup, the Civic Theatre, and the Johannesburg Zoo, which
were established as a result of Igoli 2002. Thus, from the CoJ, direct oversight of JW would be
provided by the appointed non-executive directors; on confractual obligations, the CMU; on
finance and governance issues the SHU; strategic guidance by the City Council, and in particular,
the Mayoral Committee.

The Igoli plan was infroduced despl’re resistance from some elected councillors of the mumupoh’ry
and some city administrators!® as well as considerable opposition from trade unions'‘and a
number of civil society organisations. Igoli 2002 was seen by the objectors as forming part of a
process of privatisation which they argued would ultimately undermine public commitments
to servicing the poor. The campaign to resist Igoli 2002 was one of the factors ultimately leading
to the formation of the Anti-Privatisation Forum (APF) in 2000, which came to play a notable
role during the implementation by JW of prepayment water meters in Phiri, Soweto, as discussed
in the main report.

Despite protest by a range of trade unions and civil society organisations, JW was incorporated
as a private company on 20 November 2000 by the COJ and started operating as a business
on 1 January 2001. The vision of JW was to be the leading water utility in SA, while its mission
was “to provide all people of Johannesburg with access to quality of water and sanitation
services by:

e delivering a sustainable, affordable and cost-effective service;
@ upgrading services in low-income areas;

® creating a customer-focused culture;

[ bU|Id|ng capacity through development of our employees; and
e improving the protection of the environment”. 10

Its core business is distributing potable water,'®and collecting and treating of wastewater; this
includes infrastructure provision and maintenance, quality control, and customer services.
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Johannesburg Water and JOWAM

As part of the formation of JW, it was agreed by the GJMC that an international company with
expertise in WSS should be contracted to establish JW on a sound and viable footing. The GJMC
established an advisory board of specialists, led by a transition manager recruited in October
1999,"10 help set- up a water and sanitation utility and ‘ro assist with the contract design and
selection process for an operator to manage the u‘nh‘ry

The winning bidder formed a subsidiary for the contract, named Johannesburg Water
Management (JOWAM). JOWAM was a joint venture between the Suez Group of France) and
its subsidiaries in the UK and SA. Suez held 66 percent of shares in JOWAM, with WSSA and
Northumbrian UK holding the rest”> JOWAM was brought in to assist JW with its operations for
five years from 1 April 2001 until June 2006. JOWAM was responsible for the day-to-day
management of many aspects of JW's functioning; the JW Board were accountable to the
CoJin terms of the SDA, with the CoJ responsible for investment funding and potential funding
shortfalls. The objectives of the management contract were to leverage private-sector expertise
to build a financially viable and efficient water and sanitation entity through a structured skills
transfer programme 2'A key aspect of the skills transfer programme was that JOWAM would
over fime reduce the number of its managers deployed within JW: JOWAM started the
management contact in April 2001 with 13 managers/experts, and this was reduced to fourin
year three, and two in the last two years of the management contract.

The indicators for monitoring of and remuneration for JOWAM's performance were sef out in
the management contract:

® The management contract specified JOWAM's performance objectives and the indicators
against which it would be monitored and remunerated;

® Monitoring of JOWAM's performance was overseen by the Board and the MD of IW with
an independent auditor contracted by the Board to assess JOWAM's performance.

Remuneration paid to JOWAM was based on both a fixed fee and an incentive scheme. The
fixed management fee was R25 million over the five years of the contract (R5 million annually).
The performance-based incentive had two components, as stipulated in the contract with
JOWAM. The first part of the incentive, which was not to exceed R20 million, was based on the
performance of JOWAM in five areas: human resource development, decreased wastewater
spillages and overflows, improved customer service, implementation of an annual capital
investment programme, and improved facilities maintenance. Targets for the five areas were
not defined from the start of the contract, but were defined by the independent oud|’ror at the
start of each measurement year, through a consultation process with JW and JOWAM?Z The
assessment by the auditor of JOWAM's performance on these areas was final*

The second part of the incentive was linked to the financial bid of JOWAM, namely 0.18 percent
of the operational margin — this was to incentivise the operator to improve operational efficiency
and financial viabilityZIn final financial cost of the management contract to Johannesburg
Water was R67 million: Ré64 million to JOWAM and R3 million to the independent auditor, against
Johannesburg Water's total turnover during the five year contract management period of
around R11 billion?
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Evaluating the performance of JOWAM during the
management contract and of JW beyond the contract

The full Johannesburg case study provides a detailed assessment of a wide range of fields of
performance, largely with respect to JW during JOWAM's management contract period, but
also of the period following the end of JOWAM's contract. As with most of the other WD-SA
case studies, the assessment included both tfechnical dimensions and user identified dimensions
(from amongst the City's poorer communities).Due to the fact that the institutional changes
within JW were largely invisible in the user communities participating in this research, the focus
of the user-oriented feedback was around the nature of services experienced. The technical
assessment sought to examine factors such as the degree to which JOWAM was able to effect
a turn-around in WSS activities in the CoJ through its management contract with JW, and the
related imperatives such as those connected with governance, financial management and
improved functioning of systems. The following sections provide an overview of WSS performance
in JW during the JOWAM contract, followed by discussions on the technical and user-oriented
dimensions with some comment on post-JOWAM performance where appropriate. The merits
of establishing JW as a separate arms-length entity, wholly owned by the City, are not discussed
here.

JW’s performance in water and sanitation services during the
JOWAM contract

In ferms of the requirements of the management contract, JOWAM appears to have fulfilled
or even exceeded its obligations in relation to JW. Data available in 2001 did not provide an
integrated picture of the WSS environment in GJMC so an early task of JOWAM was to establish
a sound baseline to measure its performance against. In 2000, a year before the formation of
JW, the GJMC had 617,501 account holders for water services? Services users were in one of
three categories: individual metered household connections, individual un-metered connections
billed through a flat rate, or communal standpipes/tankers. Around 85 percent of the population
had access to piped water in 2001, with 9 percent lacking access to adequate water supply
and 15 percent to adequate sanitation1t applied especially in informal settflements, home to
about a third of the city’s population, where there were huge challenges due to the inadequacy
of delivery. But it was also clear that there were major challenges with regard to fragmented
operational systems and inadequacies in bulk systems. According to the ColJ, the other problems
JW faced at its creation were:

® |ack of capacity within JW to handle critical technical, biling and user contact functions;”

® | ack of data for effective management and monitoring;

® Very high unaccounted-for-water (UFW), estimated at 43 percent (comprising 24 percent
commercial losses and 17.1 percent physical losses);

® High non-payment by users;

® Unacceptable levels of environmental non-compliance, especially at sludge handling
facilities; and

® Poor customer interface and customer relations management.

The improvement from this situation is indicated and discussed for selected performance areas
in more detail in the full report — the performance areas chosen were mainly influenced by the
availability of data; they are the areas on which JW has to report to the CoJ. These areas are
provision of basic services; water and wastewater quality, efficiency and effectiveness; customer
responsiveness; black economic empowerment (BEE) and transformation; human resources;
and financial viability and capital expenditure.

Over the contract period, progress was made in the provision of basic services. The percentage
households with access to a rudimentary supply of water increased from 97.2 percent in 2002
to 98.7 percent in 2006, and for rudimentary sanitation 89.3 percent to 94.1 percent in the period
2002 to 2006;% this was above the target set by JW for each year. It is also notable that
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JW rolled out an infermediate level of service in some areas, which was an innovation in the
South African context, although it was noted that processes to define levels of services were
not widely consulted outside Council structures. This entailed a yard connection and the
installation of a pour-and-flush toilet, and allowed for households to expand in-household
plumbing according to their own needs and within levels affordable to them. When keeping
in mind the numbers of migrants entering Johannesburg annually during this period (estimated
to be around four percent of the total City population), the difficulties surrounding the dIVISIOﬁ
of labour between JW and the CoJ's Housing department)?' and the slow housing delivery,*
such improvements in reducing the service backlogs is indeed commendable.

In terms of performance in water and wastewater quality, compliance with SABS standards for
E.Coli/100 ml exceeded the 95 percent compliance target. And while there has been huge
improvement in licensing compliance on wastewater discharge quality since 2001, there has
been a slight downward trend in this regard since 2004/5, primarily because of the growth in
effluent volumes requiring freatment. Despite this, in 2005/6 two thirds of wastewater treatment
plants were at least 97 percent compliant with license conditions,* and Johannesburg is sfill
the best performing utility in the country* While spills and overflows at wastewater treatment
works were dramatically reduced from 700 to less than 150 per year by 2005, this increased in
2005/6, and continues to do so post-JOWAM (as will be indicated later in this summary report),
due to a combination of rapid development, in particular the north east of Johannesburg, and
due to frequent electricity outages by City Power and Eskom.

In terms of water and wastewater efficiency and effectiveness, there has been a reduction in
cost at wastewater treatment plants of 70 percent over the JOWAM period, leading to savings
of R34 million, according to Marin et al. JOWAM also increased monthly sompling of drinking
water quality from less than 150 to 500 samples, and infroduced it for the first fime in the fownships,
where no water quality monitoring had been done before *Another big area of change under
JOWAM has been in the area of sludge handling. The previous practice of storing sludge in
sludge ponds was discontinued in 2001, and all sludge is now either composted or disposed
to farmlands, in line with the national guidelines of the Department of Water Affairs and Forestry.

Another important performance area was that of customer responsiveness. Already by July
2001, a new cenftral customer centre had been established with a 24-hour call centre. By 2006,
customer calls, queries and complaints were dealt with generally better than in previous years.
This can be seen in the satisfaction levels of Johannesburg residents, as meosured by the
household and business satisfaction surveys of the CoJ’s Central S’rra’regy Unit? Al’rhough
safisfaction levels with water provision is the highest of all basic services, there is a small drop
in safisfaction levels regarding water provision and a bigger drop regarding sanitation provision
over time; dissatisfaction with water and sanitation mainly had to do with access issues®

Performance in terms of human resources issues was also examined. In January 2001, JW had
2,509 employees, and by June 2006 it had 2,663. Staffing levels thus increased over the
management contfract period, due to partial fransfer of revenue management fo JW and new
activities (like a customer call centre, sludge management and the creation of a fully fledged
electro-mechanical maintenance section). Salaries were increased by 23 percent over the
period 2001 to 2006, and annual overtime was reduced by 32 percent.®

A key part of the management contract was the fransfer of skills. The contract was designed
in such a way that the number of JOWAM managers would be reduced over the contract
period from 13 to two in the last two years. JOWAM did this, with the skills developed in-house
within JW to permit the departure of JOWAM's Financial Manager in June 2003, and the
Customer Executive and Operations Executive in June 2004. Mentoring was used to transfer
skills, with members of JOWAM spread throughout JW, and delegation of responsibilities to line
managers. JW staff were involved in all the programs set up and the documents drawn up by
JOWAM? meomng on the job fraining to ensure capacity building, according to a JW interviewee.
The CMU assessment was that a good transfer of skills took place under JOWAM® A crifique by
a frade unionist interviewed in JW was that although “JOWAM was for fraining, they focused
on the top management”; they forgot the lower levels, or what another interviewee called
“the coal face at depot-level”. A new organisational culture, that of customer orientation and
efficiency, was also infroduced.”
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In ferms of transformation issues, the targets for BEE procurement during the management
confract period were not reached, but targets for the fransformation of staff to be more inclusive
of all racial and gender groups were achieved. While in 2001, 90 percent of staff in the top
three management levels consisted of white males, by 2006 75 percent were from the “designated
groups”.

The last broad performance area was financial viability and capital expenditure. To understand
JW’s performance in terms of revenue management (billing and collection), it is necessary to
understand what parts of revenue management JW had control over. Despite the corporatisation
of WSS in Johannesburg in 2001, responsibility for metering and revenue management was not
initially transferred to JW; this continued to be done by CoJ’'s Revenue Management Unit. But,
according to Marin et al* in terms of the sale of business agreement between the CoJ and
JW, JW should in the first year have got responsibility for the top customers that generated 60
percent of the total revenue, and later the rest of the accounts would be migrated over to JW.
But this never happened due to changes in the City’s approach to revenue management
across the city: Only about 30 percent of top customers in revenue (mostly industrial, commercial,
administrations and flat buildings) were migrated to JW. And it was only after two years of
negotiations between JW and the CoJ that meter reading for top customers was transferred
to JW in 2003 and 2004. This led one interviewee to argue that a “pure” corporatisation model
was not followed because JW never had full control of its balance sheet. In terms of customers
who JW was responsible for, revenue collection rates improved from 91 percent in 2002 to 95
percent by 2006. This is a much better performance than the CoJ’s Revenue Management
Unit could manage during the same period: from 67 to 69 percent. And meter reading by JW
of top customers improved from 50 percent of meters being read during each billing cycle to
94 percent — more than the target of 92 percenT.43

In ferms of capital expenditure, the percentage of capex spent during the management
contract period was between 90 percent and 95 percent, with a target of 98 percent. This was
a significant improvement on earlier overruns and deldys And in ferms of assetf management,
JOWAM compiled an asset register, which did not exist bé&fore; installed asset management
software to track breakdowns at pumping stations and reservoirs, as well as implementing
numerous other initiatives.

Due to all these improvements in operational efficiency, JW's finances improved over time,
and by the 2005/6 financial year JW showed a profit, for the first time, of R24 million. Two years
info the existence of JW, the first comprehensive audit of JW's activities revealed that the ufility
was technically bankrupt, with a deficit of over R400 million. In the light of this, JW and JOWAM
had to put together a financial turnaround strategy, whicHrapidly proved effective: by 2006,
JW was restored to financial viability. One part of the turnaround strategy was that the CoJ
provided JW with an interest carrying grant (a form of subsidy) of R230 million in 2002/3, R200
million in 2003/4, R240 million for 2004/5 and R240 million for 2005/6. This enabled capital
programmes fo proceed in a context where the CoJ agreed that thefull scale of the operational
problems in systems that JW had inherited were only being revealed as the restructuring was
intensified.

In terms of JOWAM's fees, the fixed management fee was R25 million over the five years of the
contract (R5 million annually). The performance-based incentive had two components, which
was stipulated in the contract with JOWAM. The first part of the incentive was not to exceed
R20 million, and was based on the performance of JOWAM in five areas. The second part of
the incentive was linked to the financial bid of JOWAM, namely 0.18% of the operating margin.
Ultimately the financial cost of the management contract to the CoJ was R67 million: R64 million
tfo Jowam and R3 million to the independent auditor (Marin et al 2007:51). The figure, as a
proportion of fotal JW budget over the five years, is deemed, in comparative management
confract terms, to have been low. Observers outside the City raised a concern that promises
of a quick furn around under JW by the City with reduced financial burdens on the tax payer
were perhaps a bit optimistic.
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In terms of governance-related matters, respondents reflected on significant improvements,
across a range of fields of assessment, between WSS activities prior fo JW's formation and the
period after its formation under the stewardship of the JOWAM contract. The discussion earlier
in the report highlighted deep governance problems that have plagued the fragmented post-
1994 WSS system in Johannesburg, which had, in part led to the Igoli 2002 report being adopted.
Key to the improvements, according to those interviewed, were three elements:

® JOWAM itself sought to reinforce systems of corporate governance through working closely
with the Board and maintaining procedural rigour in inferactions with CoJ;

e The leadership of the CoJ at the political and administrative level internalised the governance
imperatives of the new Igoli model and generally sought to work to reinforce interaction,
no matter how robust, through appropriate governance channels, as could be seen in the
establishment of the CMU structure; and

® The establishment of a JW Board with some level of expertise around both tfechnical and
corporate governance matters, and more particularly the role of CoJ's CMU, ensured that
JOWAM and JW could operate in a context of relative institutional clarity.

It is clear from these indicators of JW's performance during the management contract period
that JOWAM performed very well, in terms of the requirements of its management contract.
The independent auditor’'s average score for JOWAM on the five requirements of the management
confract oscillated from 95 percent i in 2001 to 91 percent in 2002 to 93 percent in 2003 to 90
percent in 2004 to 92 percent in 2005 However, areas that were not captured explicitly in the
five performance areas of the monogemen’r contract included: reducing unaccounted-for-
water (though this might be implicit in ochlevmg financial viability), other water demond
management initiatives, continuity of services, and improvement of WSS coverage ®*Some
observers (such as Blanc & Ghesquieres) indicate a lack of focus on the “very poor” in the
performance areas of the management confract. A question raised by this is whether the pursuit
of efﬂmency via the corporatisation model has affected the capacity of JW to ensure equity,
i.e.is there an imbalance between efﬂoency and eunryQ4 It should be noted that JOWAM
had engaged extensively with CoJ around improving services to poorer communities, but that
JOWAM's plan in this regard was not adopted. This was due to a decision being taken to place
the bulk of the responsibility for service upgrades in informal seftlements in the hands of the
City's Housing Department, as part of comprehensive seftlement redevelopment. Also missing
from the management confract were requirements around meaningful community participation;
this lack had much to do with the technocratic vision of Igoli and the contested way in which
the vision was decided, as discussed in the full report.

With JOWAM meeting the largely technical requirements of the management contract more
than adequately, the question arose as to whether JOWAM's management confract should
be extended beyond June 2006. The JW Board felt that JW was adequately skilled and did not
need further external support intervention. Backed by the CoJ, the decision no’r to renew the
moncgemen’r contract was made at a board meeting on 7 September 2005 In mid-2006,
JOWAM'’s support role to JW came to an end, and JW moved ahead on its own_

JW’s performance in water and sanitation services in
Johannesburg since July 2006

The full case study report examines the same performance categories for JW after the withdrawal
of JOWAM in July 2006; the year 2006/7 and 2007/8 are commented on. It finds a number of
possible continuities in terms of performance, and possible discontinuities in others '

In the first performance area, there has been a decline in the percentage of households with
access to basic water: from 98.7 percent in 2005/6 to between 85 and 88 percent in 2007/8,

depending on which CoJ/JW document is used>? The key explanation here is a more rigorous
definition of basic services; the rudimentary services provided in many informal settlements were
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now acknowledged as falling below the definition of basic services outlined in national sector
policy. The performance in expanding the provision of basic water services also fell short of the
target set by the City for each of these two years. A decline is also observed for the percentage
of households with access to basic sanitation: from 94.1 percent in 2005/6 to 81 percent or less
in 2007/8>* also significantly below the targets set for JW*The reasons given by JW for this
underperformance in basic services are “unavailability in serviceable sites” due to high densities
and congestion in some informal settlements, and a high water table in some cases, in a context
of a rapidly growing urban population. Thus, as JW had already “picked the low hanging fruit”,
the remaining areas lacking basic services were difficult to service. The slow delivery of housing
and the non-alignment between the plans of the CoJ’'s Housing Department and JW's delivery
plans also contfinued.

JW'’s response to challenges around water loss had been Operation Gecin’amanzi (OGA)
launched during the JOWAM period. Reduction in high levels of unaccounted for water was
seen as the cenftral strategy in improving financial viability. According to JW the aim of OGA
is "“'‘address[ing] the water supply problem in the area [Soweto] as well as [creafing] an
environment conducive for payment of water”® three-pronged strategy is used:

® reduce on-property leakages through once-off repair and replacement of domestic
plumbing;

® reduce physical water losses from old dilapidated infrastructure through replacement; and

® address commercial losses through infroducing of a prepayment metering system.

After JOWAM's contract ended, JW continued to see OGA as a central strategic thrust.
However, JW faced rising tensions with users in some areas where pre-payment meters had
been installed as part of this drive — tensions which have been the subject of a number of legall
processes. Some observers have been critical of the institutional shortcomings in responding
to the tensions arising from this process and in particular the pre-payment meter issue which
JW continued to put at the centre of its campaign to reduce unaccounted for water losses.

In ferms of performance related to water and wastewater quality, water quality has remained
consistently high — compliance with SABS standards for E.Coli/100ml water was almost 100
percent by 2007/8. But the number of spills and overflows at wastewater treatment plants per
year has increased since the end of the management contract, which is a continuation of the
term that started in 2005/6. However, the compliance of wastewater freatment plants with
sludge disposal standards was kept up. In ferms of water and wastewater efficiency and
effectiveness, the cleaning of mainline sewer blockages within 24 hours improved from 86
percent in 2006 to 91.2 percent in 2007/8.

When coming to performance related to customers, according to the quantitative measurements
(see the next section for qualitative information from the community research) customer queries
and complaints were consistently dealt with reasonably well — a continuation from the
management confract period. But based on the Central Strategy Unit's 2007 resident and
business satisfaction survey, customer satisfaction with basic water services was slightly down
in 2007/8 (though the satisfaction level with water provision is the highest for all service types
in the city), while satisfaction with sanitation dropped significantly from 7.01 in 2005/6 to 5.68
in 2006/7 (this represented the largest drop in satisfaction levels for any serwces |n the city). And
customer saftisfaction with affordability of tariffs for water was down in 2006/7 %

In terms of BEE procurement and social fransformation, the BEE procurement target of 60 percent
was reached i in 2006/7, but this was significantly down in 2007/8, and did not reach the target
of 65 percent”In terms of employment equity, the top level of monogemen’r is 100 percent
occupied by individuals from designated groups, while employment equity in the other two
levels of management has also improved. Further, in 2007/8 JW employed 546 women (out of
2,664 employees), an improvement on the historically low levels of women employed in
Johannesburg's water utilities.

For the period since July 2006, very little quantitative data could be accessed on the performance
of JW with regard to human resources; however, interviews with JW staff provided qualitative
data. The available quantitative data on skills development shows hardly any change from
2006 in the percentage of the payroll spent on workplace training. And staffing levels also
stayed more or less the same. But a relatively high number of staff (28 percent), specifically
those with technical skills, is above the age of 50 years, causing some concern, as loss of such
critical skills in the near future due to, for example, retirement, cannot be replaced easily in the
context of the skills shortage in South Africa.’® And since 2006 there has been a considerable
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staff furnover in both executive positions and other critical positions; in 2007/8, for example,
three seniormanagers resigned and had to be replaced; and the chief operations officer also
resigned in late 2008. The high staff furnover post JOWAM's exit led to the development by JW
of a new strategy for acquiring and retaining skilled people. However, a number of respondents
pointed to the MD’s leadership style and a lowering of morale amongst JW staff as major
contributors to this high turnover.

The next area of performances looked at is the financial viability and capital expenditure of
JW since July 2006. In terms of revenue management, the percentage revenue collected from
top customers by JW has remained high, although it reduced in 2007/8. In terms of capital
expenditure, the capital expenditure on water was 32.6 percent of total CoJ capital expenditure
in 2007/8%° The total amount of capex budget®'has increased since 2006, but the percentage
of capex spent each year since 2006, has been lower than any year during the management
confract period, with the target of 95 percent not nearly being achieved. JW has idenfified ifs
capex requirements over the next ten years as R8.05 billion*’ To achieve this, the CoJ has
accepted in principle water tariff increases over this period that would charge higher domestic
water users relatively more. In the light of the dramatic profits made by JW in 2006/7 and 2008/9
(discussed below), one has to question whether tariff increases of this magnitude will really be
warranted.

In ferms of JW's financial performance, there has been a dramatic increase since 2005/6 on
the profit that was made the first time that year: up to R308 million in 2006/7 and then R327
million in 2007/8.

In ferms of governance matters, there were some very notable shifts that took place post
JOWAM's confract. These shifts reflected, according to interview sources, a range of factors.
In the first instance, political and administrative leadership changes in CoJ sought to encourage
a more direct relationship of accountability between JW and its Board on the one hand, and
the Mayoral Committee Portfolio holder responsible for WSS matters on the other. Restructuring
took place which effectively reassigned the CMU’s contract management and monitoring role
in relation to water, solid waste and electricity to the new Infrastructure and Services Department.
Perspectives on the implications of this move varied amongst respondents. Some argued that
this could potentially see the problems of the pre-Igoli 2002 period around excessive political
meddling being recreated, while others suggested that a maturing local government entity
such as CoJ would be in a better position to interact more directly around strategic plans and
intentions. What is clear is that previous arrangements during the fime of the CMU saw criticall
regulatory functions related to JW's performance being exercised by the CMU in conjunction
with WSA-type functions, that whilst formally located in a unit overseeing water quality, were
given meaningful content by the member of the Mayoral Committee in bringing user interests
to the fore. Observers interviewed suggested that changes in the functioning of the system
infroduced after the 2006 local government elections had already resulted in some issues being
ignored, that had previously been attended to.

The above indications of JW's performance since July 2006 show a mixed picture; for one, the
2006/7 national benchmarking initiative indicated that it had the best overall performance of
all the me‘rros.“AIfhough the rates of improved performances are not as dramatic as in the first
few years, this probably has to do with what Still et al  refer to as an eroding of the corporatisation
gains over time. In assessing its own performance Sver time, JW indicates that its focus until
June 2007 was financial stability, but that for 2008/9 the emphasis was to shift to the improvement
of service delivery standards. Despite continued good performance in some areas, especially
those related to efficiency matters, there are other areas of JW's performance since July 2006
where discontinuities with good previous performance seem to appear (especially regarding
environmental maftters, and the culture within JW), and continuities of below expected previous
performance have not changed (especially regarding equity issues and the general customer
satisfaction for WSS in Johannesburg). And it is especially the second of these matters that were

raised in the community research.
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Issues raised in WD-SA community research

The community research focused on four poor areas in Johonnesburgéé— Alexandra, Diepsloot,
Orange Farm and Phiri — where various types of housing are found and mixed levels of services
are provided. The research process in these areas entailed two focus groups in each area®’ as
well as interviews with one ward councillor and two active civil society groupings operating
in each of the areas.*’

It was clear that the institutional changes discussed in this report were not that apparent to
users; most of their comments were made in relation o services received by JW, regardless of
the institutional dynamics internal to CoJ and JW itself. However, community research findings
provide a picture of actual experiences of services that lie behind the numbers presented
above.

For most of the period under consideration, there were three levels of service in operation:
Level 1 service: access to a stand-pipe (typically communal) and a ventilated improved pit
latrine (VIP) on each stand [or communal flush toilet; don’t know of the flush toilet — delete?].
This service is provided free of charge.

Level 2 service: infroduced during the JOWAM confract period to enable a greater level of
service than Level 1, it entailed an in-yard (on household site) tap with a toilet connected to
waterborne sanitation flushed by a bucket of water filled at the yard tap. This service level is
also provided free of charge, as long as the average water consumption per stand for the
zone/group of users does not exceed 6kl per month. There has been some debate though
about this level. From the side of users the issue is that they do not understand the rationale for
this service level and instead thought that it is unfair and inappropriate, or that it was the
outcome of contractors cutting corners and ripping them off. Further, a debate was also had
between the CoJ and the Gauteng Housing MEC about the appropriateness of this level.
Level 3 service: full service metered connection to plumbed household, with a charge based
on the volume of water used, and a sanitation fixed fee based on the property size, exceptin
Soweto under Operation Gecin’amanzi where users pay a sanitation tariff based on volume,
and a minimum charge of R50 per month. In 2006 76.7% of households in Johannesburg received
Level 3.

The findings from the community research can be summarised as follows:

e® Different poor areas have different issues, partly due to different levels of service. In other
words, people’s experience of WSS was heavily influenced by the level of service they
were receiving, and the particular issues they raised related specifically to the issues
inherent fo these service options. Especially in Diepsloot, a strong sense of frustration was
communicated in the focus groups. In all areas, people had high expectations of receiving
a full pressured house connection for water and conventional water-borne sewerage, i.e.
in terms of the COJ’s service levels, the highest level of service.

® Spatial inequalities in provisions of services within areas was an issue, as residents were not
aware why some areas had access o one level of service and others did not.

® There was widespread dissatisfaction that JW staff did not repair in-property leaks or
breakages and that households had to use their own resources to do so; this related to
the fact that during the 1990s, there was an extensive process of fransferring full ownership
and fitle deeds to residents who had previously rented their houses from the Council. The
confusion surrounding these issues reflects a lack of understanding and perhaps a lack of
communicatfion about the service levels approach.

® Financial means seems to play a key, but different, role in access to WSS in various areas.
In Phiri, for example, one must have money to access water via a prepayment water
meter. This led to a perception that they had to pay for water while other areas did not —
reinforced in part by percepftions that homesteads with standard yard meters either did
not pay for water or delayed payment unftil they were able to pay. In the majority of other
areas one doesn’'t need finances to access WSS, because it is provided free, but one
needs finances to maintain the water and sanitation infrastructure that you have in yard,
i.e. to fix a broken tap or unblock a toilet. If you don’t have the financial means in either
of the above two cases, you will not have access to WSS, but for different reasons.
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® In most of the areas researched, FBW was not a huge issue, since most of them received
their WSS for free through Level 1 services or Level 2 service. In Phiri though, In Phiri though,
where water provision is through prepayment water meters, the amount of free basic water
became one aspect of a court case that some Phiri-residents brought against JW, the CoJ,
and DWAF. (In the Phiri focus groups and interviews prepayment water meters dominated
the discussions.)

e The pressures on water and sanitation infrastructure and services are huge, due fo the
density of the population living in yards, and within the communities as a whole. This gives
rise to conflict over the use of water and sanitation infrastructure, which undermines social
cohesion. Especially in Diepsloot and Orange Farm, sanitation was raised as a serious and
urgent problem, where densities rendered the number of facilities insufficient or where they
resulted in raised water consumption above the FBW level due to high numbers of residents
using one facility and the households only being credited with the standard FBW amount.

e The official levels of services in an area are not an exact reflection of the realities on the
ground. People add to and extend the level of service they receive by, for example,
connecting a yard tap to plumbing fixtures in the house or by building their own toilet. The
CoJ and JW service format struggles to respond to this diversity of user engagement with
the level of service they are allocated. People clearly have expectations for in-house water
and flush toilets, and not for Level 1 and Level 2 services (the rationale for Level 2 service
was not understood by residents). Some of this high expectation is raised by councillors
promising more than they can deliver, especially around election fime. Considerable
frustration was expressed in community focus groups about a lack of consultation about
the issue of service choices as well as lack of communication about service disruptions.

® Parficipants in the community research were often not in a position to distinguish between
the roles of CoJ, JW and Rand Water. The infricacies of the management contract period
were even less clear to most participants. This indicates a lack of awareness by the residents
taking part in the research about the governance model used in Johannesburg to deliver
water and sanitation services and it clearly indicates limited participation in decisions made
concerning it.
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Overview of Findings

The following findings, after investigation including technical interrogation and iterative interaction
with the WD-SA process, were deemed by the WD-SA to best reflect key lessons from the
Johannesburg experience. They focus primarily on the JOWAM contract period and the limited
post-JOWAM assessment.

Finding 1: The creation of a municipal owned WSS entity (JW), under the
Igoli 2002 restructuring process, succeeded in creating an institutional
platform for significant restructuring of administrative systems
inherited from the pre-2000 local government era.

Allindications are that WSS were in a state of severe crisis prior to the formation of JW. This crisis
had resulted, not only from the complexities of frying to infegrate fragmented former municipal
enfities during the process of creating a unicity, but also from systems of governance which
saw poor administrative decision-taking and widespread political interference in operational
matters. The creation of JW as a municipal entity, in the context of the Igoli 2002 plan (which
distinguished between the CoJ’s policy role and the JW Board’s operational oversight role),
allowed the space for institutional adaptation and consolidation that, under the circumstances,
might have been less likely within the CoJ structures. The institutional choice forced an accelerated
accounting of ring-fenced data, which might otherwise have been difficult fo determine without
the rigorous institutional ring-fencing exercise required in order for the new entity to be successfully
audited. However, it should be noted that alternative models, including variants of internal
restructuring, might have also generated WSS benefits had the political space been created
for them and had the technical wherewithal been secured.

Finding 2: The lack of transparent processes surrounding the Igoli 2002
plan and its subsequent implementation have left a legacy of mistrust
with civil society groupings active in poorer communities, and has
continued to feed into ongoing disputes around policy and
implementation of service levels and related billing issues.

The background of public distrust of the Igoli 2002 process and the lack of effective democratic
processes that accompanied its implementation, generated a considerable degree of tension
between the CoJ, JW and union and civil society groups. This was never effectively confronted
as anissue and in fact became aggravated by the lack of participatory processes that followed
in the post-2000 period.

Finding 3: Key factors ensuring the success of the JW restructuring
process under Igoli 2002 included the introduction of the JOWAM
management contract, the commitment by the Co]J to its shareholder
role, and the responsibility taken by the CMU of the Co], supported by
the JW Board, in guiding JW’s (and therefore JOWAM’s) contract
implementation and interaction with CoJ governance structures.

Respondents in the research identified the CMU, in representing the CoJ, as the critical cog in
the functioning of the performance oversight system. The knowledge base within this unit and
its close working relationship with City leadership allowed the Shareholder Unit function to guide
the JW Board and inform processes fo manage JW's performance. While the particular role of
the JW Board is not given much prominence, the fact that it did not generate a raft of
governance challenges that have beset other public sector-linked Boards was important in the
effective functioning of the governance system. These factors helped create an institutional
environment where roles were, to a large degree, accepted and evolved to generate trust
between stakeholders. In particular, leadership commitments of key individuals in the
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CoJ administration and political sphere, in JW Board and in JOWAM itself, were seen to be
critical in enabling choices to be made to reinfroduce a functioning WSS arrangement. This
wasdemonstrated when the JW Board and CoJ gave the go-ahead for JOWAM to infroduce
a turnaround strategy in JW when 2003 audit results revealed deeper inherited structural
deficiencies than initial investigations had identified.

However, it is also worth noting that there were shortcomings in the institutional framework
chosen by the CoJ which impacted on the effectiveness of WSS. In particular the fragmenting
of service delivery roles between the Department of Housing and JW generated persistent
service problems and mismatches which were deemed critical by many but were not explicitly
addressed. Further fragmentation occurred in that the portfolio of water services authority (WSA)
manager was allocated to the executive director: Planning and Environment, whilst the
Infrastructure and Services Department (ISD) are responsible for policy-making, and first the
CMU - and from 2006 the ISD — acts as regulator of JW, and the Revenue Management Unit of

the CoJ also does billing and revenue collection for JW/°

Finding 4: The commitment to and the active oversight of JOWAM’s
contractual obligations to JW resulted in significant gains to JW, Co]J
and WSS users, through improved service systems, managed with
enhanced efficiency and better use of resources. However, contractual
omissions around participatory processes and excessive attention on
technical dimensions of the contract contributed to performance gaps.

All stakeholders recognise that a crisis situation existed in the pre-2000 Johannesburg local
government system, which contributed significantly to service delivery failures. The infroduction
of the JOWAM management contract allowed for a rapid capacitating of WSS activities and
an effective turnaround strategy to be implemented that yielded tangible results across a range
of indicators. Key indicators where progress was shown included the reduction of backlogs,
water and wastewater quality, improvements in customer responsiveness as measured
quantitatively, reduction of non-revenue water, capacity building and financial stability. The
contract was not simply signed and JOWAM left to get up to their business — JOWAM, the JW
Board and CoJ staff all interacted actively to play their respective roles in ensuring that progress
was made. Here an awareness of the imperatives of the contract, the duties of Board members
and the role of the shareholder, the Board and the management contract company, was
critical in ensuring all played their roles.

A tfendency to focus on more technical dimensions of contract performance in JW was observed
in the research. Questions were raised in the research about tfrade-offs that might have influenced
choices with respect to the interaction between technical and equity priorities. The CoJ could
have made more of these elements in annual target sefting exercises for JW.

Finding 5: The positive role of leadership and a widely-shared
commitment to pragmatism in decision-making, were seen to be of
relevance in allowing JW to consolidate during the JOWAM period.

It is significant that respondents identified the roles played by a handful of leaders, both within
JW and its Board and in the CoJ, as being very significant in ensuring JW was able fo make
progress during the 2001 to 2006 period. Often, the existence of such leadership is taken for
granted, as is the necessity for a shared pragmatism between the various leaders, with the result
that projects fail to make progress.
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Finding 6: Service delivery choices, informed by Co] policy, while
making some progress against backlogs, introducing a measure of
service innovation (Level 2 service), and improving efficiencies have,
together with the pressures of growing urbanisation and density,
generated ongoing service challenges requiring attention.

While making progress across a range of indicators, JW, during the JOWAM period and beyond,
continues to face challenges in meeting growing demand under conditions where core
infrastructure is under pressure, water supply is limited and users are demanding improved
service offerings. This is a common feature of the urban service delivery landscape, but
Johannesburg is operating in a particularly stressed environment of demand pressure. Users are
seeking engagement on broader service choice matters and feel they should have a say in
the range of service offerings.

Finding 7: Some recognition of improved services reflected in complaint
responses is eclipsed by concerns at inadequate communication and
consultation, as well as a lack of engagement and active participation
in determining policy and implementation options.

Feedback from community engagement in the research process indicated recognition by
some community members that the post-2000 period had witnessed changes in services.
However, by-and-large these changes were deemed o be too slow, and the service offerings
were seen to be insufficient in terms of people’s identified needs. Particular concerns were
raised about inflexible levels of service options, maintenance responsibility, biling matters,
payment systems and metering. Underlying many of these concerns was the often stated lack
of communication and consultation, and inadequate paths for people to report concerns
around delivery problems. Thus, the progress made across the range of indicators occurred in
a context of limited public engagement by the CoJ and might have focused too heavily on
technical processes in an environment where there was, and confinues to be, considerable
contestation around policy choices. The major JW programme, OGA, is a case in point where
officials acknowledge that despite the impact on users in Soweto there was little in the way of
upfront consultation in the design of the initiative.

Finding 8: A pragmatic approach to the implementation of institutional
model seems to have been an important factor that allows for better fit
with the context in which WSS has to be provided, and which changes

constantly.

The report argues that it is a pragmatic approach to the implementation of institutional models
that appears to be important for responding and dealing with ever-changing contexts in which
WSS are provided. Since 2001 neither a ‘pure’ management contract nor a ‘pure’ corporatisation
model were followed in Johannesburg, but compromises were made along the way in adapting
to realities of the specific context. What appears to be rather more important than a specific
institutional model per se, is that the model should fit the context (both place and time) in which
it is implemented. As a principle, it seems that ‘better fit’, rather than ‘best practice’, should
underpin choices about water and sanitation institutional models.

Finding 9: The governance model seems to be crucial in influencing
performance of WSS for poor households

The report contends that a similar governance model, especially in ferms of the principles that
underpins if, has been employed in Johannesburg since 2001, despite various changes over
this period. This model did not, and sfill does noft, give real and sufficient effect to the principles
underpinning good water and sanitation governance, which McGranahan & Satterthwaite
(2006:14) indicate as (i) approaches that are open, transparent, inclusive and equitable; and
(i) performance and operation that are accountable, efficient, responsive and sustainable.
In WSS in Johannesburg the efficiency-equity tension has not yet been resolved satisfactory,
as shown in the examples of Operation Gein’amanzi, the levels of services, and FBW as part
of the a social package of the CoJ. In the messiness of politics and resources, compromises
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we made that affected a balanced pursuit of both efficiency and equity. The argument is that
both efficiency and equity have to be pursued together; the one cannot be achieved before
the other, or at the cost of the other. And this is where political will is required to make choices
that will improve WSS through driving both equity and efficiency considerations. The conclusion
of the report points towards the crucial importance - for the municipality, service provider, and
residents — of a water and sanitation governance model based on principles of accountability
and responsiveness, real and effective participation, equity, and efficiency.

Conclusion

Service delivery in Johannesburg has been very much in the public eye, with the attention
influenced, in part at least, by the emergence of the City from a major administrative crisis, its
status as South Africa’s major city, and as a result of high profile court cases and community
protests around service delivery matters. The Johannesburg WSS case study outlines the major
institutional changes that have taken place since the late 1990s which resulted in the formulation
of Igoli 2002. The decision fo create autonomous municipal service entities was a controversial
one, but in the case of JW, yielded some rapid improvements in access to services, the quality
of services and the operational performance of the responsible WSP entity. The introduction of
the JOWAM management contract provided a crifical boost to technical and leadership
capacity so necessary to the new JW. The performance imperatives of JW were closely guided
by the CoJ’'s CMU, which contributed to an effective network of governance oversight. This all
took place in a context of considerable institutional restructuring and rising urbanisation pressures
in a water-scarce content. Residents from selected poorer communities report experiencing
improved levels of service responsiveness during this time, but also express concerns about the
increasing pressure on facilities in densifying settlements, and inadequate engagement on key
policy choices and implementation strategies. B
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